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Average exchange rate 
for June-Dec 1974 
U.S. $1.00 = HK$5.038 2< 


KEY ECONOMIC INDICATORS 
D 
Change C 
Over lst 
A B C Half B in 
Ttem j 1972 1973 1974 HK $ 


INCOME, PRODUCTION, EMPLOYMENT 


GDP @ Current Prices 4.27 5.88 6.76 
GDP @ 1966 Prices 2.98 5.68 5.81 
Per Capita GDP, Current Prices 1,046 1,414 1,592 
Per Capita GDP, 1966 Prices 731 884 897 
Production (Epts) Maj Mfg Items 
Textiles and made ups eiiat 461.C 548.7 
Clothing 1,084.2 1,449.9 1,757.2 
Plastics: Toys 177.5 225.6 247.9 


pascboentoss  Weeaetaner Radios 63:3 238-8 260°? 
Components 133.1 274.6 
Tourist Arrivals, Civilian *000 1,082 1,296 
Average Daily Industrial Wage 1964*100 219 262 
Registerec Industrial Employment *000 611 589 
Registered Industrial Vacancies . 20 6 
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MONEY AND PRICES, end of period 

Money Supply 1/ $ bil 2. 

Bank Deposits ” 6 

Bank Loans . 6 
9 
3 
7 


Banks! Prime Lending Rate % 
Public Debt 3/74 S mil 


1 
General Consumers’ Price Index 2/ 1964#100 18 


RALANCE OF TRADE 


Balance of Trade - 811.4 
Domestic Exports, FOB é 3,788.0 4,547.7 
U.S. Share 86. 1,527.6 1,473.3 
Re-exports, FOB } 1,269.2 1,414.1 
U.S. Share 89.7 102.0 
Imports, CIF 5,641.8 6,772.5 
U.S. Share 720.1 917.2 


+++ ++ et 


Main trade with U. S. ($ mil) 1974 Exports to U. S. (FOB)--Textiles and clothing: 588; 
electronic and electrical products: 361; plastic toys and dolls: 208; plastic flowers: 
98; watches and clocks: 57; hardware: 53; luggage: 51. Imports from U, S,--Electronic 
products: 160; textile fibers, including raw cotton: 95; diamonds: 72; air conditioners: 
61; plastic materials: 61; fruits and vegetables: 59; textile fabrics: 48; tobacco 
products: 37, 


Footnotes: 1/ Notes in circulation plus demand deposits. 
2/ Yearly averages, 





A Bad Year 


After a decade of rapid expansion, Hong Kong's economy stagnated 
in 1974. GDP rose by 13% in current terms, but barely at all in 
real terms. Per capita GDP rose to almost $1,600 in current 
dollars, but actually declined in 1966 dollars. Domestic exports 
fell off in the second half of the year to register a decline in 
volume for the year as a whole. Employment fell by 10% and 
underemployment was widespread. Tourism, which is an important 
invisible earning and normally compensates for the trade deficit, 
showed no growth. 


The year was not without its good points. The banking system 
performed very well in meeting local credit needs. After 18 
months of dizzying inflation, price levels dropped beginning 

in July. Despite declining real income, the labor force remained 
calm, leaving the rhetoric of protest to sgcatterea student 


dissenters. 


U.S. export performance, which had been good in 1973, continued 
to improve in 1974, although it tailed off toward the end of the 
year. For the second consecutive year, the U.S. trade deficit 
shrank slightly. 


Outlook 


The official HKG prediction for 1975 is for zero growth in real 
GDP. Whether this comes to pass depends upon how soon there is 
recovery in HK's major markets -- beginning with the U.S. HK's 
recovery will be right on the heels of reflation in its markets. 
After showing signs of losing its competitive edge in early 1974, 
HK appears to be ready for action now. Early 1975 has already 
shown a slight upturn in textile and electronics orders. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


The Business Climate -- Preparing for Tomorrow 


By HK standards, 1974 was a bust. Growth in GDP was effectively 
zero. The economy is export~-led and when demand in North America 
and Western Europe declined sharply in the second half, the whole 
economy felt the impact. The 18% growth in exports was illusory; 
with inflation in world market prices, it represented a 21% 
decline in volume from the level of the fourth quarter of 1973. 


The reverberations have been felt throughout the economy. 
Registered industrial employment in September 1974 was 8% lower 
than the year before. While no one really knows the overall 
unemployment rate, it is generally estimated in the range of 10%. 
Underemployment is substantial, since many workers preferred the 
option of shorter work weeks to plant shutdowns. The real estate 
sector is depressed. New private building has slowed precipitously 
and the soaring rents of the early 1970's have leveled off and, in 
some cases, declined. Some major investment projects considered 
during the year were shelved indefinitely. 


With local variations, HK's bad fortune was shared by its 


competitors in the area. What was worrisome from Hong Kong's 
point of view was that before the mid-year falloff of export 
demand, its competitors -~- particularly Taiwan and Korea -- 


were registering better export performance, partly attributable 
to their exchange rates. 


Hong Kong businessmen are understandably depressed by current 
economic indicators but they believe they can weather the 
recession. Imports of capital goods increased by over 20% in 
value in 1974, reflecting investment decisions made in 1973, 

but laying the groundwork for future expansion. Businessmen 

are also encouraged to look to the future by the HKG policy of 
maintaining expenditures at a fairly high level rather than 
retrenching sharply in the face of declining revenues. In the 
last analysis, Hong Kong can meet foreign demand very effectively 
but it cannot create it. When the world's developed economies 
reflate, HK will be one of the first to take advantage of rising 
world trade. 


Exports -- the Zip is Gone 


Domestic exports in 1974 increased by 18% to $4.5 billion. This 
figure, however, was more than overtaken by inflation and repre- 
sents a 7% decline in volume terms for the year as a whole. Most 
of the decline occurred in the second half of the year -- exports 
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in the first half of the year were running 40% above 1973. The 
decline can be attributed to a sharp falloff of demand in HK's 
principal markets. The U.S. share, for example, fell from 35% 
to 32%; that of the UK from 14.5% to 12.1% and that of West 
Germany from 10.7% to 9.8%. Nevertheless, export markets 
remained concentrated with some 75% going to the seven principal 
markets. 


There was little change in what was exported. The product mix 
remained dominated by clothing and textiles (50%) and electronic 
products (13%). The share of toys and dolls fell marginally to 
6%. Sales of hardware items and household utensils rose faster 
than exports in general, while footwear, which had been declining 
in recent years, held its share. 


Re-exports rose by 9% (i.e. considerably less than domestic 
exports) to $1.4 billion. This contrasts with a growth of 

57% in 1973, and has caused some observers to wonder whether 
HK's entrepot role will resume its expected importance. In 
fact, it appears that re-exports suffered from the same 
slackening demand that affected domestic exports, although in 

a more pronounced fashion. As of June, 1974, re-exports had 
been running 46% ahead of 1973 and fell sharply in the second 
half. China, with 22%, remained the principal source of re- 
exports. It was followed by Japan and the U.S. with 17% and 
14%, respectively. The chief markets for re-exports were Japan, 
Singapore, Taiwan, Indonesia, and the U.S. In order of value, 
the prime re-exports were gems and jewelry, textiles, fabrics 
and made-ups, scientific instruments, and electrical appliances. 


Imports mirrored exports in that they rose sharply in the first 
half of the year and then tailed off. The 1974 total was $6.8 
billion, an increase of 18% in value, but a decrease in volume 
in excess of 4%. Japan again led the list of suppliers with 
21% of the total, followed by China with 18% and the U.S. with 
14%. Reflecting the current expectations of the business com- 
munity, early 1975 imports are down both in volume and in value. 
Hong Kong's silver lining in this has been an improvement in its 
terms of trade since mid-1974. 


Tourism -- It Could Have Been Worse 


World tourism was one of the prime victims of oil prices in 1974; 
it fell by some 3%. While Hong Kong did not experience an abso- 
lute decline, its 0.3% growth compares sadly with the 17% average 
annual growth in the past decade. 


Almost 1,300,000 visitors came to HK in 1974, where they spent 
U.S.$474 million. This was an increase of 8% over 1973, but 
since it was less than the rate of inflation, it represents a 
net decline. Hotel rooms have been coming on the market at a 
faster rate than tourists to fill them up. As recently as 1970, 
the occupancy rate was 90%; in 1974 it was 71%. Oddly enough, 
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while tourists have been pinching pennies, it is the lower 
priced hotels that have been suffering the lower occupancy 
rates. 


Having been geared to rapid growth, the tourist industry is 
feeling the pinch of a no-growth situation. Some travel 
agencies have closed their doors and the gaiety of shopping 
arcades is marred by a number of darkened premises. The outlook 
for 1975 is not particularly encouraging. Tourist arrivals were 
down by 11% in the first three months of the year. As is the 
case with exports, HK must wait for recovery abroad. 


Financial Scene -- Rapid Changes 


Hong Kong's visible trade deficit, which was running at an 
annual rate of $1 billion during the first half of 1974, 
required massive financing. Banks' borrowings from head offices 
were Substantial, but faced with high interest rates in other 
Capital markets and the persistent requirement for funds, 
interest rates soared in the mid-summer. In July, the prime 
rate was raised twice, from 9 3/4% to 12%, where it remained 
until October. This had the effect of bringing in the necessary 
money but, by fall, was exerting substantial pressure on the 
U.S. dollar. At the end of October the prime rate was lowered 
to 11 1/2% and, in November, three successive drops lowered the 
rate to 10 1/2%, while two more in December brought it down to 
9%. Deposit interest rates, of course, fluctuated in tandem 
with the prime rate. The trend in the latter half of the year 
reflected lower interest rates in foreign markets and a narrowing 
of the trade deficit. 


Despite declining interest rates, the influx of U.S. dollars 
continued and the HKG experienced increased difficulty in 
supporting the central rate. On November 25, the HKG announced 
it would permit the HK$ to float. This depressed the US$ which 
continued to decline well into 1975, reaching a low of 4.55 in 
February. Successive lowerings of the interest rate in February 
to 7 1/2% eased the pressure and the US$, which was also 
recovering in European markets, had reattained a rate of about 
4.90 in April, 1975. 


The HKG decision to float came under heavy fire from exporters 
who were already having serious problems selling on the U.S. 
market and who kept pointing to the Korean devaluation as one 
more cause of decreasing competitiveness. Indeed, the normal 
fall upsurge in exports to meet the Christmas season failed to 
materialize in 1974. 


The stock market reflected the prevailing gloom in 1974. At its 
peak in March, 1973, the Hang Seng Index reached 1,775; by 
December, 1.74, it had declined to 150. As of April, 1975, it 
had bounced back to over 300. 
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Government finances also underwent changes in the year. [In all 
but three previous post-war years, the HKG enjoyed budget sur- 
pluses. In the early 1970's these were quite substantial. The 
Financial Year 1974/5 registered a deficit of about $84 million 
and another deficit of $88 is planned for FY-75/6. In view of 
the Colony's large accumulated fiscal surplus, estimated at over 
$400 million, these deficits would not be a source of major con- 
cern, but they are occurring at a time when the HKG is looking 
for ways to finance the Governor's wide ranging schemes to build 
better resettlement housing and upgrade the educational system 
and social welfare benefits. These programs are being decelerated 
-- but not stopped -- under budgetary pressure. 


Inflation: Now for the Good News 


Hong Kong suffered mightily in 1973 and early 1974, but, having 
allowed the price mechanism to go its full course, it now appears 
to have a better handle on inflation than any other country in 
the area. The General Consumer Price Index rose by 19% in 1973 
and by a further 13.5% in the first seven months of 1974; there- 
after, it began a downtrend, so that January and February 1975 
prices were only 3% higher than those for the same months of 1974. 
All of the price declines were registered in food stuffs; all 
other components of the index rose during this period. Although 
this has not been particularly helpful to expatriates living in 
HK, for whom food is not the principal item of consumption, it 
has arrested the two-year decline in real wages for those workers 
who are fortunate enough to have full-time employment. 


This favorable development should help HK to regain its competi- 
tive edge in the crucial early period of an upturn in world trade. 


IMPLICATIONS FOR THE UNITED STATES 


Trade Prospects 


Both 1973 and 1974 were very good years for U.S. exports to Hong 
Kong. In US$ terms, the increase in 1973 was 56%, while that for 
1974 was 27%. The U.S. trade deficit, which had been rapidly 
growing through 1972, shrank during these two years. In effect, 
the devaluations of the U.S. dollar triggered an export surge in 
the latter part of 1973. This continued its momentum through 

the first half of 1974, but has tended to tail off as HK's general 
imports have slackened. On the assumption that the U.S. economy 
will show recovery in the second half of 1975 and that Hong Kong 
will not be far behind, U.S. suppliers should be prepared for the 
next upsurge. 
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With the exception of diamonds, all traditional U.S. exports to 
Hong Kong showed healthy increases in 1974. Electronic components 
and computer parts continued to comprise the largest share (173%) 
of U.S. exports. Raw Cotton sales rose by 91% (in value) largely 
in the wake of Pakistan's delivery problems. Early 1975 sales, 
however, have dropped sharply owing to a decline in spinning and 
heavy competition from other suppliers. Sales of air-conditioners 
and equipment continued at a high plateau in 1974 and should con- 
tinue to do well in this tropical city. Owing to a world shortage 
and considerable local speculation, plastic raw materials sales 
soared by 59% in 1974; while the U.S. share is not expected to 
match 1974 performance, 1975 sales should remain high. Illustra- 
ting the often made point that HK buys many of the items it also 
sells, U.S. sales of textile fabrics and made-ups reached a record 
high in 1974; when the garment industry picks up again this could 
continue to be an important U.S. export. 


Other items which should continue to present good sales potentials 


are scientific, photographic, and optical goods, paper, office 
equipment, industrial security equipment, and retail store equip- 


ment. Hong Kong imports of U.S. consumer goods have surged since 
the very successful 1973 American Fortnight. For the first nine 
months of 1974, these rose by 20% in volume and almost 50% in 
value. Another Fortnight will be mounted in October, 1975 and 
should produce similar results. 


Lastly, engineering and design services should not be overlooked. 


Despite the slowdown in implementing public works programs, 
planning for future projects is proceeding at a fast clip. 


Foreign Investment: More Welcome than Ever 


Hong Kong is anxious to move out of its traditional, labor- 
intensive product lines into a medium and high technology items. 
The HKG is particularly looking for investments that will spin 
off productive and managerial know-how. Although the HKG is 
confident that its very congenial business environment and 
developed infrastructure will spark investor interest, it is 
going the extra step in welcoming industrial investment by making 
land available at attractive prices both through private treaty 
sales and the establishment of industrial parks. Both the Trade 
Development Council and the Commerce and Industry Department are 
organizing investment missions to discuss HK's advantages with 
potential investors. 


Over 540 U.S. firms are operating in Hong Kong. While the 
majority are regional sales and/or administrative headquarters, 
over 150 are engaged in manufacturing and represent over 40% of 
foreign industrial investment in Hong Kong. 








